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INDEPENDENT AUDITORS’ REPORT

Board of Trustees
Milford Municipal Utilities
Milford, 1A 51351

We have audited the accompanying financial statements of the business-type activities and
each major fund of Milford Municipal Utilities (Utilities), a component unit of the City of Milford,
as of and for the year ended June 30, 2012, which collectively comprise Milford Municipal
Utilities’ basic financial statements as listed in the table of contents. These financial statements
are the responsibility of the Utilities’ management. Our responsibility is to express opinions on
these financial statements based on our audit. The prior year summarized comparative
information has been derived from the Utilities’ June 30, 2011 financial statements; and, in our
report dated October 31, 2011, we expressed qualified opinions on the respective financial
statements of the business-type activities and each major fund due to the omission of certain
other post-employment benefit (OPEB) information.

We conducted our audit in accordance with auditing standards generally accepted in the United
States of America, and the standards applicable to financial audits contained in Government
Auditing Standards, issued by the Comptroller General of the United States. Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements. An audit
also includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation. We believe
that our audit provides a reasonable basis for our opinions.

In our opinion, the financial statements referred to above present fairly, in all material respects,
the respective financial position of the business-type activities and each major fund of Milford
Municipal Utilities at June 30, 2012, and the respective changes in the funds’ financial position
and cash flows for the year then ended in conformity with accounting principles generally
accepted in the United States of America.

In accordance with Government Auditing Standards, we have also issued our report dated
October 19, 2012 on our consideration of Milford Municipal Utilities’ internal control over
financial reporting and our tests of its compliance with certain provisions of laws, regulations
and contracts and other matters. The purpose of that report is to describe the scope of our
testing of internal control over financial reporting and compliance and the results of that testing
and not to provide an opinion on the internal control over financial reporting or on compliance.
That report is an integral part of an audit performed in accordance with General Auditing
Standards, and should be considered in accessing the results of our audit.
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Accounting principles generally accepted in the United States of America require
Management’s Discussion and Analysis, the Budgetary Comparison Information, and the
Schedule of Funding Progress for the Retiree Health Plan on pages 4 through 7 and 28 and 30
be presented to supplement the basic financial statements. Such information, although not a
part of the basic financial statements, is required by the Government Accounting Standards
Board which considers it to be an essential part of the financial reporting for placing the basic
financial statements in an appropriate operational, economic, or historical context. We have
applied certain limited procedures to the required supplementary information in accordance with
auditing standards generally accepted in the United States of America, which consisted of
inquiries of management about the methods of preparing the information and comparing the
information for consistency with management’s responses to our inquiries, the basic financial
statements and other knowledge we obtained during our audit of the basic financial statements.
We do not express an opinion or provide any assurance on the required supplementary
information because the limited procedures do not provide us with sufficient evidence to
express an opinion or provide any assurance.

Our audit was conducted for the purpose of forming an opinion of the financial statements that
collectively comprise Milford Municipal Utilities’ basic financial statements. The 2012
supplementary information included in Schedules 1 and 2 is presented for purposes of
additional analysis and is not a required part of the basic financial statements. Such
information is the responsibility of management and was derived from and relates directly to the
underlying accounting and other records used to prepare the June 30, 2012 financial
statements. The information has been subjected to the auditing procedures applied in the audit
of the financial statements and certain additional procedures, including comparing and
reconciling such information directly to the underlying accounting and other records used to
prepare the financial statements or to the financial statements themselves, and other additional
procedures in accordance with auditing standards generally accepted in the United States of
America. In our opinion, the 2012 supplementary information included in Schedules 1 and 2 is
fairly stated in all material respects in relation to the financial statements taken as a whole.

We also have previously audited, in accordance with auditing standards generally accepted in
the United States of America, the Utilities’ basic financial statements for the year ended

June 30, 2011 which are not fully presented with the accompanying financial statements. In our
report dated October 31, 2011, we expressed qualified opinions on the respective financial
statements of each major fund. That audit was conducted for the purpose of forming opinions
on the financial statements that collectively comprise the Utilities’ financial statements as a
whole. The 2011 supplementary information included in Schedules 1 and 2 is presented for
purposes of additional analysis and is not a required part of the financial statements. Such
information is the responsibility of management and was derived from and relates directly to the
underlying accounting and other records used to prepare the June 30, 2011 financial
statements. The information has been subjected to the auditing procedures applied in the audit
of those financial statements and certain additional procedures, including comparing and
reconciling such information directly to the underlying accounting and other records used to
prepare the financial statements or to the financial statements themselves, and other additional
procedures in accordance with auditing standards generally accepted in the United States of
America. In our opinion, the 2011 supplementary information included in Schedules 1 and 2 is
fairly stated in all material respects in relation to the basic financial statements from which they

have been derived.
Wowdhae, S+aet 4 Lo, LB
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MANAGEMENT'S DISCUSSION AND ANALYSIS

Milford Municipal Utilities (MMU) provides this management’s discussion and analysis of its
financial statements. This narrative overview and analysis of the financial activities is for the
fiscal year ended June 30, 2012. We encourage readers to consider this information in
conjunction with the Utilities’ financial statements, which follow.

2011 - 2012 FINANCIAL HIGHLIGHTS

e MMU'’s operating revenues increased .53 %, or $18,665, from fiscal 2011 to fiscal 2012.
e Operating expenses increased by $104,843 in fiscal 2012 from fiscal 2011.

e The MMU'’s net assets increased 3.48%, or $331,910, during 2012.

USING THIS ANNUAL REPORT

The annual report consists of a series of financial statements and other information as follows:

Management’s Discussion and Analysis introduces the basic financial statements and provides
an analytical overview of the MMU'’s financial activities.

The Government-wide Financial Statements consist of a Statement of Net Assets and a
Statement of Activities. These provide information about the activities of MMU as a whole and
present an overall view of MMU’s finances.

Fund financial statements report MMU’s operations in more detail by providing information
about the most significant funds.

Notes to financial statements provide additional information essential to a full understanding of
the data provided in the basic financial statements.

Required Supplementary Information further explains and supports the financial statements with
a comparison to MMU’s budget for the year.

The Supplementary Information in Schedules 1 and 2 provides detailed information about the
usage levels of each utility.

REPORTING MMU’S FINANCIAL ACTIVITIES

Fund Financial Statements

Milford Municipal Utilities utilizes proprietary funds to account for MMU’s Enterprise Funds.
Enterprise Funds are used to report business type activities. MMU maintains two Enterprise

funds to provide separate information for the electric and water funds, which are considered to
be major funds of MMU.



The required financial statements for proprietary funds include a statement of net assets, a
statement of revenues, expenses, and changes in fund net assets, and a statement of cash

flows.

GOVERNMENT-WIDE FINANCIAL ANALYSIS

Net assets may serve over time as a useful indicator of financial position. The analysis that

follows focuses on the changes in net assets.

Net Assets of Business Type Activities

Year Ended June 30,

2012 011
Current and other @SSetS .......ovveiiiiiiiiiievee e $ 2555941 $ 2,532,884
Capital assets - net of depreciation ...l 11,440,826 _11,907.410
Total assets 13,996,767 14,440,294
Long-term debt outstanding ...........cccooviiiiiiii 3,843,523 4,454 507
Other HabIlItIES .......oeieeeeiee e e 286,571 451,024
Total liabilities 4,130,094 4,905,531
Net assets:
Invested in capital assets ..o 7,597,303 7,452,904
RESHHCIEA ..o 316,885 217,627
UNrEStriCted ..o 1,952,485 1,864,232
Total net assets $ 9,866,673 $ 9,534,763
Changes in Net Assets of Business Type Activities
Year Ended June 30,
2012 011
Revenues:
Total operating reVeNUES ..............coeeeviiiiiiiiiieieiee e $ 3,572,904 $ 3,554,239
General revenues:
Interest and other iNCoOMe .........oeiiiiviiiiie e 13,291 18,931
Total revenues 3,586,195 3,573,170
Program expenses:
Business type activities .........ccooiiiiiiiiiii 3,254,285 3,142,043
Total expenses 3,254,285 3,142,043
Change in net assets 331,910 431,127
Net assets - beginning of year ...........cccooiiiiicci 9,534,763 9,103,636
Net assets - end of year $ 9,866,673 $ 9,534,763



INDIVIDUAL MAJOR FUND ANALYSIS

e Electric Fund revenues showed a decrease of $85,399 due to decreased sales to
customers because of the mild winter and decreased commercial and demand sales
because of a shutdown of production at two manufacturing plants. The Electric Fund
operating expenses increased $67,566, attributable to the increase in expense associated
with Neal 4, Cat Maintenance, community development and depreciation. The ending fund
balance was $6,843,217, an increase of $213,208 from last year.

e Water Fund revenues increased by $104,064 during 2012 as compared to 2011. Operating
expenses increased $37,277, which can be attributed to maintenance and depreciation as
compared to the prior year. The ending fund balance was $3,023,456, an increase of
$118,702 from the prior year.

BUDGETARY HIGHLIGHTS
MMU'’s disbursements for business type activities did not exceed the budgeted limit for 2012.
CAPITAL ASSETS AND DEBT ADMINISTRATION

Capital Assets

At June 30, 2012, MMU had approximately $11.4 million (net of depreciation) invested in a
broad range of capital assets, including land, buildings, infrastructure, equipment, and vehicles.
This is a net decrease (including additions and deletions, net of depreciation) of $466,584 or
3.92% as compared with last year. Depreciation charges totaled $523,609 for the fiscal year
2012. Total accumulated depreciation was $10,129,542 at June 30, 2012. See Note 3 to the
financial statements for more information about MMU’s capital assets.

LONG-TERM DEBT/LIABILITIES

At June 30, 2012, MMU had $3,843,523 in revenue bonds outstanding compared to $4,454,507
at June 30, 2011. Additional information about MMU'’s long-term debt is presented in Note 4 to
the financial statements.

ECONOMIC FACTORS AND NEXT YEAR’S BUDGETS AND RATES

Milford Municipal Utilities remains committed to investing in the necessary capital improvements
and major maintenance items on each distribution system enabling continued delivery for the
utmost in reliable products and services.

MMU completed the construction of a 69kV transmission line in November 2011. This will give
the community a second source of power coming from the south. Cornbelt shared in the cost of
this project.

In order to comply with EPA mandates, MMU is expecting to be required to install catalytic
converters on the three newer generators at a cost of $300,000. In addition, MMU'’s portion of
the cost to install scrubbers on the stacks at Neal #4 is expected to be $900,000.

MMU is beginning to investigate the impact that an infestation of the invasive Zebra Mussel will
have on our water source.



The MMU Water Department and the City of Milford are in early discussions regarding a utility
and street upgrade on H Avenue. The estimated cost to the Utilities would be approximately
$300,000. The time frame is yet to be determined. In addition, we are doing a study in
conjunction with the City of Milford to coordinate the replacement of water mains with the
streets and sewer lines that need to be replaced.

Consistent with the need to invest for the future, MMU joined with other cities and utilities in
1962 to purchase power from the dams on the Missouri River. We have enjoyed receiving this
renewable energy ever since. You could say that Milford had the foresight 47 years ago to
invest in renewable energy. In 1976, MMU power supplies were once again getting tight and
MMU needed to invest in an additional power source, so MMU became one of the owners of the
Neal #4 Generating Station south of Sioux City. In 1997, MMU added 6 MW of diesel
generators to the existing 1 MW of older generation in our local power plant, of which all are
used for peaking and emergency power use. Once again, MMU joined with other lowa utilities
to take the lead in partnering in renewable energy sources by moving into wind generation.
MMU has a share in the Hancock Wind Farm that was put up in 2005 south of Ventura, lowa.
MMU also has a share in the Crosswinds Wind Farm south of Ruthven, lowa. This amounts to
a combined total of 40% for renewable energy. So you can see the goal is simple: try to use
proven technologies (like wind) in new ways to control energy costs, improve air quality by
enhancing wind energy, and increase lowa'’s energy supplies while helping the environment.
Even with the additional wind resources, MMU will still need a reliable baseload or intermediate
resource to cover our expected load growth, replace existing aging power supplies, and to
cover periods when the wind doesn’t blow. MMU is now exploring other options to ensure a
safe, reliable backup to wind generation. This includes possible agreements with other power
suppliers and the installation of natural gas powered turbines.

CONTACTING THE CITY'S FINANCIAL MANAGEMENT

This financial report is designed to provide our citizens, taxpayers, customers, and creditors
with a general overview of MMU'’s finances and operating activities. If you have questions
about this report or need additional information, please contact management at 806 N Ave.,
Milford, lowa 51351.
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MILFORD MUNICIPAL UTILITIES
STATEMENTS OF NET ASSETS

JUNE 30, 2012

(WITH COMPARATIVE TOTALS FOR 2011)

ASSETS:

Cash and cash equivalents ..........ccoccceviiiiiii,
Accounts receivable ...,
INVENEOTY ..o
Other current assets ......ccooevvviiiienieii e
Restricted assets ..........vvvvviiiiiiiii
Other @SSELS .......vvviieieiieiiiieiee e
Other assets not being depreciated ..............ccccccoiiiiin.

Capital assets being depreciated - net of accumulated

depreciation .........ooooiiiii

TOTAL ASSETS

LIABILITIES:

Accounts payable ...
Accrued interest ...
Salaries and benefits payable ...........ccoovvviiiiiii
ACCIUEA EXPENSES ...ccoieeeiieeeeeeeeieie e e e
Consumers’ depositS .....ccoeeeviieiieiiiiiii

Long-term liabilities:
Due or payable within one year:

Revenue bonds/NOES .....o.vveeeiiiiieee

Due or payable after one year:

Revenue bonds/Notes .....cooveniieiie s
Net OPEB liability ........cocovviiiiiiiiiii i,

TOTAL LIABILITIES

NET ASSETS:

Invested in capital assets - net of related debt ......................

Restricted for:

DEbt SEIVICE ..coiivviieeiiieee e
Capital projects ........ooovveiiiiiin

Total restricted

01 O1 £=Y5] (g {or (1o IR

TOTAL NET ASSETS

Business-Type Activities

2012 011
$ 892,739 § 1,019,178
425,689 368,848
518,377 550,731
112,250 100,355
583,309 462,448
23,577 31,324
116,798 2,960,448
11,324,028 8,946,962
13,996,767 14,440,294
169,960 307,773
14,473
33,984 55,470
33,612 31,442
40,557 41,866
580,703 485,772
3,262,820 3,968,735

8,458

4,130,094 4,905,531
7,597,303 7,452,904
64,630 64,388
252,255 153,239
316,885 217,627
1,952,485 1,864,232

$ 9,866,673 $ 9,534,763

See Accompanying Notes to Financial Statements
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MILFORD MUNICIPAL UTILITIES
STATEMENTS OF ACTIVITIES
FOR THE YEAR ENDED JUNE 30, 2012
(WITH COMPARATIVE TOTALS FOR 2011)

OPERATING REVENUES:

ReSidential ........oovvniiiieeee e
COMMEICIAL ..o
DEMANG ...ooveiiiiii s
Tank lotwater sales .......c..cooviviiiiiiie e,
Meter SAIES ..o
Public authorities .......ccooooveiiiii
Water department ...
Neal #4 creditS ......cooooviiii e
Diesel Credits ........oviveeiii i
Consumer penalties ......ccccoeeveeeeiiiii
Miscellaneous INCOME ....oovvvveiiiiiiiieiee e

TOTAL OPERATING REVENUES

OPERATING EXPENSES:

DIreCt COSES .ovviriiiiiiiiiiii e
Operating EXPENSES .......ooovviiiiieei e
Administrative eXpenses ...........cccccvvviiieiiiiiiicccee e,

TOTAL OPERATING EXPENSES
OPERATING INCOME

NON-OPERATING INCOME (EXPENSE):

INtEreSt INCOME .. ooeeie e,
0] 1= T aToTe] 1 1 1O

Interest eXPense ...

TOTAL NON-OPERATING INCOME (EXPENSE)

CHANGE IN NET ASSETS

NET ASSETS - BEGINNING OF YEAR ....cccccoiiiiiiiiiiiee,

NET ASSETS - END OF YEAR

See Accompanying Notes to Financial Statements
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Business-Type Activities

2012

$ 1,553,458

011

$ 1,566,260

872,825 860,383
477,144 508,696
709 722
11,781 9,335
75,800 51,646
29,606 19,686
284,227 281,832
226,843 224,698
5,658 5,871
34,853 25,110
3,672,904 3,554,239
1,602,053 1,555,856
471,639 449,500
992,268 955,761
3,065,960 2,961,117
506,944 593,122
7,135 10,393
6,156 8,538
(159)
(188.325) (180.767)
(175.034) (161,995)
331,910 431,127
9,634,763 9,103,636

$ 9,866,673 $ 9.534.763



MILFORD MUNICIPAL UTILITIES
STATEMENTS OF FUND NET ASSETS

CURRENT ASSETS:
Cash and cash equivalents:

Unrestricted, undesignated ........................

Board designated:

Improvement and extension ..................
Vehicle and equipment funds ................
Fueloil fund ......ccocoveeiiiiiine
Community development fund ...............

Total cash and cash equivalents

Accounts receivable ........cccccoeivieiniiiiiieiiinnenes
INVENOTY e
Prepaid eXpenses .........ccccocviiiiiniiiininnne,
Other receivables ..........coooeevvviiiccvvevvvenreeenenn.

TOTAL CURRENT ASSETS

NONCURRENT ASSETS:
Other assets:

Purchased service rights - at cost .............
CTS - acquisition costs (net) ........cccceeueenne
Bond issue cost (Net) ......ccooeeveierieeiiees

Total other assets
Restricted assets:

Consumers’ deposit fund ..........ccoecoevrinnnne
Revenue bond sinking fund ......................
Principal and interest reserve ....................
CTS - improvement fund ..........cccoeevvvvenncene
Sewer fund - district and city .....................
Emission allowances .........ccccoeeeviininneeenne
Whelan #2 Reserve.........ccooveccnieceicnenennen.

Engine maintenance ...........ccccccovininieinns

Total restricted assets
TOTAL NONCURRENT ASSETS

CAPITAL ASSETS:

Capital assets .....ccccevvveveerircieeece e
Accumulated depreciation .........ccccovveiiiinnn,

NET CAPITAL ASSETS

TOTAL ASSETS

JUNE 30, 2012
(WITH COMPARATIVE TOTALS FOR 2011)

ASSETS
Electric Water Total Total
Fund Fund 2012 2011
$ 478,142 (14,829) $ 463,313 579,744
53,352 99,037 152,389 202,740
146,870 35,932 182,802 157,796
12,787 12,787 12,739
81,448 81,448 66,159
772,599 120,140 892,739 1,019,178
281,596 144,093 425,689 368,848
479,332 39,045 518,377 550,731
49,887 61,734 111,621 53,291
629 629 47,064
1,683,414 365.641 1.949.055 2,039,112
13,470 13,470 13,470
6,231 6,231 13,029
3,876 3,876 4,825
23,577 23577 31.324
52,862 6,602 59,464 59,092
37,994 26,636 64,630 64,388
116,053 116,053 115,618
252,255 252,255 153,239
2,755
17,669 17,669 17,072
28,131 28,131 25,171
24,885 24,885
20,222 20,222 25,113
434,018 149,291 583,309 462,448
457,595 149,291 606,886 493772
14,266,251 7,304,117 21,570,368 21,525,394
(6,993.,068) (3.136.474) (10,129.542) (9,617,984)
7,273,183 4,167,643 11,440,826 11.907.410

$9314192 $ 4682575 §$13.996.767 $14.440.204

See Accompanying Notes to Financial Statements
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MILFORD MUNICIPAL UTILITIES
STATEMENTS OF FUND NET ASSETS - Continued
JUNE 30, 2012
(WITH COMPARATIVE TOTALS FOR 2011)

LIABILITIES AND FUND NET ASSETS

Electric Water Total Total
Fund Fund 2012 2011
CURRENT LIABILITIES:
Accounts payable .........coeeereeeinnen $ 148,271 $ 21,689 $ 169,960 $ 307,773
Accrued employee benefits ... 475 (1,307) (832) 28,626
Accrued interest .........oooeiiiiiiiiiis 14,473
Accrued payroll .........ccccccvvviiiiiiiniin e 18,901 13,050 31,951 21,623
Accrued payroll taxes .....c...cccovvvviiiieiniinineennne 1,741 1,124 2,865 5,221
Accrued sales taX ......ccvveveeeiieiiiiiie e 5,280 3,738 9,018 8,584
Accrued property taX .........cccccceviiiiiiininnneeenn 15,969 15,969 14,254
Accrued wheeling ........cccooevicciinin 8,625 8,625 8,604
Consumers’ deposits ........occevrmeereireeeiieniniinnen 34,038 6,519 40,557 41,866
Current portion long-term debt ......................o. 355,105 225,598 580,703 485,772
TOTAL CURRENT LIABILITIES 588,405 270,411 858,816 936,796
LONG-TERM DEBT (Note 4):
Revenue capital notes payable ...........c...cceeeens 2,232,854 1,610,669 3,843,523 4,454,507
Less current portion above ............ccceoiiiviiieens (355,105) (225,598) (580,703) (485,772)
Net OPEB liability ........ccocvevrvcerienieecriecreiicees 4,821 3637 8.458
TOTAL LONG-TERM DEBT 1,882,570 1.388.708 3.271.278 3,968,735
TOTAL LIABILITIES 2470975 1,659,119 4,130,094 4,905,531
FUND NET ASSETS:
Invested in capital assets - net of related debt .... 5,040,329 2,556,974 7.597.303 7.452 904
Restricted for:
Debt SErVICe .....cooveeee e 37,994 26,636 64,630 64,388
Capital projects .......cccocovevevviviiiiiiciiiins 252,255 252,255 153,239
Total restricted 290,249 26,636 316,885 217,627
UNrestricted .....coovevveeeieieiie et e 1,512,639 439,846 1,952,485 1.864,232
TOTAL FUND NET ASSETS 6,843,217 3,023,456 9,866,673 9,534,763
TOTAL LIABILITIES AND FUND
NET ASSETS $ 90314192 $ 4682575 §$13.996.767 $14.440.294

See Accompanying Notes to Financial Statements
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MILFORD MUNICIPAL UTILITIES
STATEMENTS OF REVENUES, EXPENSES AND
CHANGES IN FUND NET ASSETS
FOR THE YEAR ENDED JUNE 30, 2012
(WITH COMPARATIVE TOTALS FOR 2011)

Electric Water Total Total
Fund Fund 2012 2011
OPERATING REVENUES:
Residential ....cccccvvveeieiiiie e $ 1,177,886 $ 375,572 $ 1,553,458 $ 1,566,260
COMMETCIAL 1evvevieveeeee ettt e e et eee e 490,742 382,083 872,825 860,383
DEMANG ..oeeveeeiieeee e 477,144 477,144 508,696
Tank water sales ........ceevvvvviivieireeeieirecieiieeiivereeens 709 709 722
Meter SAIES ....veevveeveeeeeeeire e e 11,781 11,781 9,335
Public authorities .......c..ccceeeverieee e 75,800 75,800 51,646
Water department ........ccccccivinnniininiien, 29,606 29,606 19,686
Neal #4 creditS ........coovvvveeeeieirreeeeeicieee e e e 284,227 284,227 281,832
Diesel Credits .........evviiiieeririeerreererereserccens 226,843 226,843 224,698
Consumer penalties ..........cccovveevniicvcciniiennens 4,636 1,022 5,658 5,871
Miscellaneous inCOME .......coovvveicieiiiiieieeeeeeen 21,520 13,333 34,853 25,110
TOTAL OPERATING REVENUES 2,788,404 784,500 3,572,904 3,554,239
OPERATING EXPENSES:
DireCt COSES .uvvviiiviieeeeiiieeee e 1,493,080 108,973 1,602,053 1,655,856
Operating eXPENSES ....coccceeerriieieniieeriire e 294,930 176,709 471,639 449,500
Administrative expenses .........ccccccovvieeeiiniincnnns 660,431 331.837 992,268 955,761
TOTAL OPERATING EXPENSES 2,448,441 617,519 3.065,960 2,961,117
OPERATING INCOME 339,963 166.981 506,944 593,122
NON-OPERATING INCOME (EXPENSE):
Interest iNCOME .......uvevvveceeeeiiee e 5,975 1,160 7,135 10,393
Other iNCOME ....evveiiieiiiieieieeeeerere e ee e e e e 3,669 2,487 6,156 8,538
Loss on sale of assets ........c.ccoceiviiniinininnn, (159)
Interest eXPenSse .......cccecviieeiier i (136,399) (51.926) (188,325) (180,767)
TOTAL NON-OPERATING
INCOME (EXPENSE) (126,755) (48.279) (175.034) (161,995)
CHANGE IN FUND NET ASSETS 213,208 118,702 331,910 431,127
FUND NET ASSETS - BEGINNING OF YEAR ....... 6,630,009 2,904,754 9,534,763 9.103.636
FUND NET ASSETS - END OF YEAR $ 6843217 $ 3023456 $ 9,866,673 $ 9,534,763

See Accompanying Notes to Financial Statements
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MILFORD MUNICIPAL UTILITIES
STATEMENTS OF CASH FLOWS
FOR THE YEAR ENDED JUNE 30, 2012
(WITH COMPARATIVE TOTALS FOR 2011)

CASH FLOWS FROM OPERATING ACTIVITIES:
Cash received from customers ............cccc.oeeeee
Cash paid to suppliers ...........cccccviviininiiinnnnnn,
Cash paid to employees ........c.ccocevverieeiiininnnne.

NET CASH PROVIDED BY
OPERATING ACTIVITIES

CASH FLOWS FROM CAPITAL AND RELATED
FINANCING ACTIVITIES:

Acquisition and construction of capital assets ....
Contributions received from developers ..............
Revenue bond principal repayment ....................
Revenue bond proceeds ...........ccoeviveiiineecnenn,
Interest paid ........cceeevviieriniii e
Restricted bond proceeds utilized .......................

NET CASH USED BY CAPITAL AND
RELATED FINANCING ACTIVITIES

CASH FLOWS FROM INVESTING ACTIVITIES:

Interest reinvested ...........cocovviiiiiii
Interest received from investments .....................
Cash received from other income ..........cc..........

NET CASH PROVIDED (USED) BY
INVESTING ACTIVITIES

NET DECREASE IN CASH
CASH AND CASH EQUIVALENTS -

BEGINNING OF YEAR ....cccoiiiiiicinicciecne

CASH AND CASH EQUIVALENTS -
END OF YEAR

Electric Water Total Total
Fund Fund 2012 2011
$2,819,836 $ 743,819 $3,563,655 $3,577,342
(2,139,739) (304,357) (2,444,096) (1,999,906)
(232,412) (148.791) (381.203) (400,509)
447 685 290,671 738,356 1.176.927
(1,241,815) (60,643) (1,302,458) (1,069,531)
1,245,433 1,245,433
(1,585,685) (236,399) (1,822,084) (465,276)
1,211,100 1,211,100 129,082
(146,305) (56,493) (202,798) (184,072)
326,561
(517.272) (353,535) (870,807) (1.263.236)
(142) (7,137) (7,279) (897)
5,975 1,160 7,135 10,393
3,669 2,487 6.156 8.538
9,502 (3,490) 6.012 18.034
(60,085) (66,354) (126,439) (68,275)
832,684 186.494 1.019.178 1.087.453

$ 772,509  $ 120140  $ 892,739  $1.019.178

See Accompanying Notes to Financial Statements
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MILFORD MUNICIPAL UTILITIES

STATEMENTS OF CASH FLOWS - Continued

FOR THE YEAR ENDED JUNE 30, 2012

(WITH COMPARATIVE TOTALS FOR 2011)

RECONCILIATION OF OPERATING INCOME
TO NET CASH PROVIDED BY OPERATING ACTIVITIES:

Operating income ...........

Adjustments to reconcile operating income to net

cash provided by operating activities:

Depreciation ...............
Amortization ................

(Increase) decrease in operating assets:

Accounts receivable
Inventory ...........c.....
Prepaid expenses ...
Other receivables ....
Consumer deposits .
Bond issuance costs

CTS improvement fund ........c.ccccveveiinnnnne
Sewer fund - district and city ...............l

Whelon #2 reserves
Emission allowances
Neal#4 ......ccocovvvnnneee
Engine Maintenance

Increase (decrease) in operating liabilities:

Accounts payable ....

Accrued employee benefits ..........cccceceenene
Accrued payroll taxes ...........ccceeviiiiiiininenns

Accrued payroll .......
Accrued sales tax ....
Accrued property tax
Accrued wheeling ....
Accrued OPEB ........
Consumer deposits .

NET CASH PROVIDED BY
OPERATING ACTIVITIES

Electric Water Total Total
Eund Fund 2012 2011
$ 339,963 $ 166,981 $ 506,944 $ 593,122
331,134 192,475 523,609 495,108

6,798 6,798 6,798
(16,606) (40,235) (56,841) 3,841
34,410 (2,056) 32,354 (2,541)
(21,350) (36,980) (58,330) (11,071)
46,881 (446) 46,435 19,848

6,230 6,230 59

949 949 949
(99,016) (99,016) 35,733

2,755 2,755 (487)

(2,960) (2,960) (8,627)

(697) (597) (17,072)
(24,885) (24,885)

4,891 4,891 (11,097)
(148,708) 10,895 (137,813) 67,845
(14,832) (14,626) (29,458) 7,898

(1,562) (794) (2,356) (409)

5,483 4,845 10,328 (1,350)

(22) 456 434 (1,562)

1,715 1,715 179
21 21 (79)

4,821 3,637 8,458

(7.828) 6,519 (1.309) (158)

$ 447685  $ 200671  § 738366 $.1.176.927

See Accompanying Notes to Financial Statements
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MILFORD MUNICIPAL UTILITIES
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2012

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Reporting Entity

The financial statements of Milford Municipal Utilities (Utilities) include the Electric and
Water enterprise funds which provide services to the residents of the City of Milford.
Milford Municipal Utilities is governed by a five-member Board of Trustees, which is
appointed by the Mayor of the City of Milford. Based on the criteria set forth by the
Governmental Accounting Standards Board, Milford Municipal Utilities is considered a
component unit of the City of Milford. However, the City’s audit covers the primary
government only; therefore it does not include financial information concerning the
Utilities.

For financial reporting purposes, Milford Municipal Utilities has included all funds,
organizations, agencies, boards, commissions, and authorities. The Utilities has also
considered all potential component units for which it is financially accountable and other
organizations for which the nature and significance of their relationship with the
component unit are such that exclusion would cause the component unit’s financial
statements to be misleading or incomplete. The Governmental Accounting Standards
Board has set forth criteria to be considered in determining financial accountability. These
criteria include appointing a voting majority of an organization’s governing body and (a)
the ability of the Utilities to impose its will on that organization or (b) the potential for the
organization to provide specific benefits to or impose specific financial burdens on the
Utilities. Milford Municipal Utilities has no component units.

Government-wide Financial Statements

The government-wide financial statements (i.e., the statement of net assets and the
statement of activities) report information on all of the activities of the Utilities. For the
most part, the effect of interfund activity has been removed from these statements.

The Statement of Net Assets reports three categories of net assets:
Invested in Capital Assets, Net of Related Debt - consists of capital assets, net of

accumulated depreciation and reduced by outstanding balances for bonds, notes and
other debt attributable to the acquisition, construction, or improvement of those assets.

Restricted Net Assets - result when constraints placed on net asset use are either
externally imposed or imposed by law through constitutional provisions or enabling
legislation.

Unrestricted Net Assets - consist of net assets not meeting the definition of the two
preceding categories. Unrestricted net assets often have constraints on resources
imposed by management which can be removed or modified.

The Statement of Activities demonstrates the degree to which the direct expenses of a
given function or segment is offset by program revenues. Direct expenses are those that
are clearly identifiable with a specific function or segment. Program revenues include (1)
charges to customers or applicants who purchase, use, or directly benefit from goods,
services, or privileges provided by a given function or segment and (2) grants and
contributions that are restricted to meeting the operational or capital requirements of a
particular function or segment. Other items not properly included among program
revenues are reported instead as general revenues.
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MILFORD MUNICIPAL UTILITIES
NOTES TO FINANCIAL STATEMENTS - Continued
JUNE 30, 2012

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued

Fund Financial Statements
Major individual enterprise funds are reported as separate columns in the fund financial
statements. The Utilities report the following major enterprise funds:

Electric Fund - The Electric Fund accounts for the operation and maintenance of the
electric distribution system.

Water Fund - The Water Fund accounts for the operation and maintenance of the
water distribution system.

Measurement Focus, Basis of Accounting, and Financial Statement Presentation
The accounts of Milford Municipal Utilities are organized on the basis of funds, each of
which is considered to be a separate accounting entity. The Utilities’ financial statements
are reported using the economic resources measurement focus and the accrual basis of
accounting. Revenues are recorded when earned and expenses are recorded when a
liability is incurred, regardless of the timing of related cash flows.

In reporting the financial activity of its enterprise funds, the Utilities apply all applicable
GASB pronouncements as well as the following pronouncements issued on or before
November 30, 1989, unless these pronouncements conflict with or contradict GASB
pronouncements: Financial Accounting Standards Board Statements and Interpretations,
Accounting Principles Board Opinions, and Accounting Research Bulletins of the
Committee on Accounting Procedure.

The Utilities distinguish operating revenues and expenses from non-operating items.
Operating revenues and expenses generally result from providing services and producing
and delivering goods in connection with the Utilities’ principal ongoing operations. The
principal operating revenues of the Utilities are charges to customers for sales and
services. Operating expenses include the cost of sales and services, administrative
expenses, and depreciation on capital assets. All revenues and expenses not meeting
this definition are reported as non-operating revenues and expenses.

Assets, Liabilities and Fund Equity
The following accounting policies are followed in preparing the financial statements.

Cash and Cash Equivalents

For the purposes of the statement of cash flows, the Utilities considers as cash and cash
equivalents all unrestricted currency on hand, demand and other deposit accounts with
banks or other financial institutions, and certificates of deposits with an original maturity of
six months or less.

Accounts Receivable

Accounts receivable and revenue are recorded at the time service is billed. Unbilled
revenue for service consumed between periodic scheduled billing dates is estimated and
is recognized as revenue in the period in which service is provided. Accounts are
reviewed annually; accounts considered uncollectable are written off at that time.
Management believes there are no material uncollectible accounts at June 30, 2012.
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1.

MILFORD MUNICIPAL UTILITIES
NOTES TO FINANCIAL STATEMENTS - Continued
JUNE 30, 2012

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued

Inventories

Inventories are valued at the lower of cost or market on a first-in, first-out (FIFO) basis.
Inventories are recorded as expenses or capitalized, if applicable, when consumed rather
than when purchased.

Capital Assets
Capital assets, which include property, plant, and equipment, are stated at cost and set

forth the original cost of the assets and accumulated depreciation thereon, based on
depreciation rates commensurate with the average normal useful life of the various
components of the plant and system. Subsequent additions to the plant and system are
recorded on the basis of materials and direct labor costs only and no overhead to cover
such items as payroll taxes, materials, handling, and transportation has been capitalized.

Replacements and betterments of capital assets are included in capital assets. Routine
maintenance and repairs are charged to expense as incurred.

Depreciation rates have been applied on a straight-line basis. Estimated useful lives, in
years, for depreciable assets are as follows:

Building and plant ..........cccccceeeviiiiiiiiie 20-50

Equipment ..o 7-20

Distribution System ............coo 20 - 67
Other Assets

Common Transmission System (CTS) acquisition costs are being amortized on a straight-
line basis over 25 years, and are presented at the net value.

Loan costs related to issued capital notes are being amortized on a straight-line basis
over 7 years, which approximates the effective interest method, and are presented at the
net value.

Current Liabilities
Accrued wheeling and property taxes represent charges for the transmission of power
over the power lines.

Net Assets

Net assets represent the difference between assets and liabilities in the financial
statements. The Utilities’ policy is to first apply restricted resources when an expense is
incurred for purposes for which both restricted and unrestricted net assets are available.

Income Taxes

The Utilities is exempt from federal and state income taxes because it is a governmental
entity organized under the provisions of Chapter 388 of the Code of lowa.
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1.

MILFORD MUNICIPAL UTILITIES
NOTES TO FINANCIAL STATEMENTS - Continued
JUNE 30, 2012

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued

Use of Estimates

The preparation of financial statements in conformity with generally accepted accounting
principles requires management to make estimates and assumptions that affect certain
reported amounts and disclosures. Accordingly, actual results could differ from those
estimates.

Comparative Information

The financial statements include certain prior year summarized comparative information in
total but not by fund. Such information does not include sufficient detail to constitute a
presentation in conformity with accounting principles generally accepted in the United
States of America. Accordingly, such information should be read in conjunction with the
Utilities’ financial statements for the year ended June 30, 2011 from which the
summarized information was derived.

Budgets and Budgetary Accounting
The Board of Trustees of Milford Municipal Utilities submits an annual budget prepared on
the accrual basis independent from the City of Milford.

Subsequent Events
The Utilities has evaluated subsequent events through the date of the auditors’ report,
which is the date the financial statements were available to be issued.

CASH AND CASH EQUIVALENTS AND NONCURRENT INVESTMENTS

The Utilities’ deposits in banks at June 30, 2012, were entirely covered by Federal
depository insurance or by the State Sinking Fund in accordance with Chapter 12C of the
Code of lowa. This chapter provides for additional assessments against the depositories
to insure there will be no loss of public funds.

The Utilities is authorized by statute to invest public funds in obligations of the United
States government, its agencies and instrumentalities; certificates of deposit or other
evidences of deposit at federally insured depository institutions approved by the Board of
Trustees; prime eligible bankers acceptances; certain high-rated commercial paper;
perfected repurchase agreement; certain registered open-end management investment
companies; certain joint investment trusts; and warrants or improvement certificates of a
drainage district.

The Utilities had no investments meeting the disclosure requirement of Governmental
Accounting Standards Board Statement No. 3, as amended by Statement No. 40.

Interest Rate Risk - The Utilities’ investment policy limits the investment of operating funds
(funds expected to be expended in the current budget year or within 15 months of receipt)
in instruments that mature within 397 days. Funds not identified as operating funds may
be invested in investments with maturities longer than 397 days, but the maturities shall
be consistent with the needs and use of the utilities.

18



MILFORD MUNICIPAL UTILITIES
NOTES TO FINANCIAL STATEMENTS - Continued

JUNE 30, 2012

CAPITAL ASSETS

Capital assets activity for the year ended June 30, 2012 was as follows:

Electric Plant

Beginning Ending
Electric Fund Balance Additions Deletions Balance
CAPITAL ASSETS NOT BEING
DEPRECIATED:
Land ..o $ 58,654 $ 58,654
Construction in progress ........... 2,497,734 $1,066,790 $3,564,524
TOTAL CAPITAL ASSETS
NOT BEING DEPRECIATED 2,556,388 1,066,790 3,664,524 58,654
CAPITAL ASSETS BEING
DEPRECIATED:
Production Plant:
Buildings .....oooveivveiiiieeieee 401,592 6,954 408,546
Machinery and equipment ...... 739,776 56,883 796,659
Accessory electric equipment 1,183,487 2,182,928 3,366,415
Neal #4 ..o 1,304,912 124,373 3,574 1,425,711
Common transmission system 1,813,099 48,124 1,861,223
Distribution Plant:
Distribution facilities ............... 5,454,108 73,802 5,527,910
Street lights and signal systems 270,031 1,052 271,083
General Plant:
Transportation equipment ...... 412,843 412,843
Other equipment ..........c.c.cceeeee 145,683 8,476 137.207
TOTAL CAPITAL ASSETS
BEING DEPRECIATED 11,725,531 2,494,116 12,050 14,207,597
Less accumulated depreciation ... 6,673,984 331,134 12,050 6,993,068
TOTAL CAPITAL ASSETS
BEING DEPRECIATED - NET 5,051,547 2,162,982 7,214,529
TOTAL CAPITAL ASSETS - NET $ 7,607,935 $3.229.772 $3.576.574 $ 7,273,183
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MILFORD MUNICIPAL UTILITIES
NOTES TO FINANCIAL STATEMENTS - Continued

JUNE 30, 2012

CAPITAL ASSETS - Continued

Capital assets activity for the year ended June 30, 2012 was as follows:

Water Utility Plant

Beginning Ending
Water Fund Balance Additions Deletions Balance
CAPITAL ASSETS NOT BEING
DEPRECIATED:
Land ..o $ 58,144 $ 58,144
Construction in progress ........... 345,916 $ 345916
TOTAL CAPITAL ASSETS
NOT BEING DEPRECIATED 404,060 345916 58.144
CAPITAL ASSETS BEING
DEPRECIATED:
Production Plant:
Buildings ......oovevieerienee 3,237,261 3,237,261
Intakes .....coveeevieereiiee e 85,410 $ 17,286 102,696
Equipment ........ccoiinie 1,134,504 3,447 1,137,951
Mains ..ccoooneiiiire e 1,212,805 351,790 1,564,595
WEellS ..o 198,130 198,130
Storage and Distribution Plant:
TOWELS .evvvieeeiiieeee e 481,619 481,619
Mains, hydrants, and service .. 219,740 219,740
Meters ...ooovviveiiieeeere 244,196 8,335 252,531
General Plant:
Tools and work equipment ..... 25,749 25,701 51.450
TOTAL CAPITAL ASSETS
BEING DEPRECIATED 6,839,414 406,559 7,245,973
Less accumulated depreciation .... 2,943,999 192,475 3,136,474
TOTAL CAPITAL ASSETS
BEING DEPRECIATED - NET 3,895415 214,084 4,109,499
TOTAL CAPITAL ASSETS - NET $ 4299475 $ 214,084 $ 345916 $ 4,167,643
TOTAL BUSINESS TYPE
CAPITAL ASSETS - NET $11,907.410 $3.443.856 $3910440 $11,440,826

20



MILFORD MUNICIPAL UTILITIES
NOTES TO FINANCIAL STATEMENTS - Continued
JUNE 30, 2012
4. LONG-TERM DEBT

A summary of the changes in long-term debt for the year ended June 30, 2012 is as

follows:
Beginning Ending Due Within
Balance Additions Reductions Balance One Year
Electric Fund:
Series 2008 revenue notes ...........ccceveeeee. $1,575,525 $ 162,905 $1,412,620 $138,636
Series 2009 revenue Notes ..........eeeevveenee 902,832 177,347 725,485 170,283
Series 2011 revenue NOteS .......c.ccevevvereeenns 129.082 $1.211.100 1,245,433 94,749 46,186
Total electric revenue notes 2.607.439 1,211,100 1,585,685 2,232,854 355,105
Water Fund:
Series 2003 revenue NOtes .........cccccevveeeen 656,488 87,124 569,364 84,562
Series 2005 revenue NOtes ........ceveeeveeeenns 1,190,580 149,275 1.041.305 141,036
Total water revenue notes 1,847,068 236,399 1,610,669 225,598
TOTAL REVENUE NOTES $4.454507 $1211100 $1.822084  $3.843523  $580.703

The resolutions concerning the issuance of the above revenue notes all include
requirements for the Utilities to maintain Sinking and Reserve Funds. United Community
Bank, the sole holder of the notes, has waived these fund requirements. The notes also
include requirements that user rates will be established to produce and maintain net
revenues at a level not less than 125% of the amount of principal and interest on notes
falling due in the same year. During the year ended June 30, 2012, the Water Utility did
not comply with this requirement.

Electric Fund

During the year ended June 30, 2008, the Utilities issued electric revenue notes (Series
2008) in the amount of $1,900,000 for the construction costs related to improvements and
extension to the Municipal Electric Utility. The notes accrue interest of 4.95% with
monthly payments required of $14,965, including interest and mature on January 1, 2023.
The interest rate is estimated to change to 3.45% on January 1, 2013, with monthly
payments remaining at $14,965.

During the year ended June 30, 2010, the Utilities issued electric revenue notes (Series
2009) in the amount of $1,200,000 for the construction costs related to improvements and
extension to the Municipal Electric Utility and to refund the Series 2007 Revenue Notes.
The notes accrue interest of 4.00% with monthly payments required of $16,381, including
interest, and mature July 1, 2016.

During the year ended June 30, 2011, the Utilities issued electric revenue notes (Series
2011) in the amount of $2,243,000 for the construction costs related to improvements and
extension to the Municipal Electric Utility. The notes allow the Ultilities to request
advances, which will accrue interest of 3.75%, and requires interest only payments until
November 1, 2012. Monthly payments of principal and interest will commence on
December 1, 2012 and end on May 1, 2026. The notes will accrue a five-year adjustable
interest rate based on five-year U.S. Treasury Bonds maturing most closely to July 1,
2016 and July 1, 2021, respectively, plus 125 basis points.
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MILFORD MUNICIPAL UTILITIES
NOTES TO FINANCIAL STATEMENTS - Continued
JUNE 30, 2012

4. LONG-TERM DEBT - Continued
Electric Fund - Continued

The Series 2008, 2009, and 2011 notes are secured by future revenues of the Electric
Utility.

A summary of the Electric Fund’s June 30, 2012 long-term indebtedness with established
principal repayments is as follows:

Series 2008 Revenue Notes Series 2009 Revenue Notes

Principal Interest Principal Interest
2013 oo $ 138,636 $ 40,949 $ 170,283 $ 26,287
2014 e 136,891 42,694 177,318 19,251
2015 141,689 37,896 184,645 11,925
2016 oo 146,655 32,929 193,239 4,295
2017 oo 151,796 27,789
2018-2022 ..o 696,953 56,495
Total $1.412,620  $238,752 $ 725485  $ 61,758

Series 2011 Revenue Notes

Principal Interest
2013 o $ 46,186 $ 1,641
2014 e 48,563 626
2015
2016 oo
2017 o
2018 -2022 .coooveeeeeeeeeee
Total $ 94749 $ 2267
Water Fund

On June 24, 2003, the Utilities issued a water revenue note (Series 2003), in the amount
of $1,200,000. The note accrues a five-year adjustable interest rate based on five-year
US Treasury Bonds maturing most closely to July 1, 2008 and July 1, 2013, respectively,
plus 100 basis points. The rate adjusted from 3.50% to 4.34% on July 1, 2008. The note
requires monthly payments of $8,966, including interest, and matures February 1, 2019.

On May 25, 2005 the Utilities issued water revenue notes (Series 2005) in the amount of
$1,800,000. The notes accrue a five-year adjustable interest rate based on five-year US
Treasury Bonds maturing most closely to July 1, 2010 and July 1, 2013, respectively, plus
25 basis points. The rate adjusted from 4.25% to 2.21% on July 1, 2010. The notes
require monthly payments of $13,552, including interest, and mature July 1, 2013.

The Series 2003 and Series 2005 notes are secured by future net revenues of the Water
Utility.
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MILFORD MUNICIPAL UTILITIES
NOTES TO FINANCIAL STATEMENTS - Continued
JUNE 30, 2012
4. LONG-TERM DEBT - Continued
Water Fund - Continued
A summary of the Water Fund’s June 30, 2012 long-term indebtedness is as follows:

Series 2003 Revenue Notes Series 2005 Revenue Notes

Principal Interest Principal Interest
2013 e $ 84,562 $ 21,262 $ 141,036 $ 19,911
2014 o 87,987 19,616 143,920 18,706
2015 oo, 91,883 15,720 147,133 15,493
20716 oo, 95,951 11,652 150,418 12,208
207 e 100,199 7,404 153,776 8,850
2018 -2020 .oooeeieiieieiiieeeee, 108,782 3,010 305,022 7,326
Total $ 569,364 $ 78,664 $1.041,305 $ 82,494

5. PENSION AND RETIREMENT BENEFITS

The Utilities contributes to the lowa Public Employees Retirement System (IPERS) which
is a cost-sharing multiple-employer defined benefit pension plan administered by the State
of lowa. IPERS provides retirement and death benefits which are established by State
statute to plan members and beneficiaries. IPERS issues a publicly available financial
report that includes financial statements and required supplementary information. The
report may be obtained by writing to IPERS, P.O. Box 9117, Des Moines, lowa, 50306-
9117.

Plan members are required to contribute 5.38% of their annual covered salary, and the
Utilities are required to contribute 8.07% of covered payroll. Contribution requirements
are established by State statute. The Utilities’ contribution to IPERS for the years ended
June 30, 2012, 2011, and 2010 were $33,861, $26,946, and $25,963, respectively, equal
to the required contributions for each year.

6. RATES
The Utilities’ rates are established by the Board of Trustees and, as a municipal system,
are not subject to the regulation of the Utilities Division of the Department of Commerce of

the State of lowa.

Effective June 20, 2011, the Electric Utility increased user rates for all consumption by 5%
per year for three years.

Effective December 17, 2011, the Water Utility will increase user rates for all consumption
10% per year for three years.
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MILFORD MUNICIPAL UTILITIES
NOTES TO FINANCIAL STATEMENTS - Continued
JUNE 30, 2012

7. LEASES

Under a joint ownership agreement with other utilities, the Electric Utility has a 0.347%
undivided interest in a 640 MW electric generation station known as George Neal
Generating Station No. 4. The Electric Utility leases electrical generation capacity of its
share of the Neal 4 plant under operating leases to other utilities or their associations.
The lease of the Neal 4 plant is a long-term commitment based on capacity, and the
revenues from such leases are included in operating income. The amount is determined
by a formula based on usage and totaled $281,101 for 2012.

The Electric Utility’s 0.347% ownership interest in George Neal Generating Station No. 4
represents a total investment of $1,425,711 included in utility plant in service with
$1,220,614 included in accumulated depreciation. Operating costs associated with this
plant and depreciation are reflected in the statement of activities.

8. OTHER POST EMPLOYMENT BENEFITS (OPEB)

Plan Description. The Utilities operate a single-employer retiree benefit plan which
provides medical/prescription drug benefits for retirees and their family. There are seven
active members and one retired member in the Plan. Retired participants must be age 55
or older at retirement.

The medical/prescription drug coverage is provided through a fully-insured plan. Retirees
under age 65 pay the same premium for the medical/prescription drug benefit as active
employees, which results in an implicit subsidy and an OPEB liability.

Funding Policy. The contribution requirements of plan members are established and may
be amended by the Utilities. The Utilities currently finances the retiree benefit plan on a
pay-as-you-go basis.

Annual OPEB Cost and NET OPEB Obligation. The Utilities’ annual OPEB cost is
calculated based on the annual required contribution (ARC) of the employer, an amount
actuarially determined in accordance with GASB Statement No. 45. The ARC represents
a level of funding that, if paid on an ongoing basis, is projected to cover normal cost each
year and amortize any unfunded actuarial liabilities over a period not to exceed thirty
years.
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MILFORD MUNICIPAL UTILITIES
NOTES TO FINANCIAL STATEMENTS - Continued
JUNE 30, 2012

8. OTHER POST EMPLOYMENT BENEFITS (OPEB) - Continued

The following table shows the components of the Utility’s annual OPEB cost for the year
ended June 30, 2012, the amount actually contributed to the plan, and changes in the
Utility’s net OPEB obligation:

2012
Annual required contribUtion ...........c.cccoviiiiiiii $ 8,458
Interest on net OPEB obligation ..........cccooviiiii, -
Adjustment to annual required contribution ... -
Annual OPEB cost (expense) 8,458
Contributions MAE .........evviiiiieiieii i -
Increase in net OPEB obligation 8,458
Net OPEB obligation - beginning of year ............ccccoocceiiiiiiiiiiiiiii -
Net OPEB obligation - end of year $ 8,458

For calculation of the net OPEB obligation, the actuary has set the transition day as
July 1, 2011. The end of year net OPEB obligation was calculated by the actuary as the
cumulative difference between the actuarially determined funding requirements and the
actual contributions for the year ended June 30, 2012.

For the year ended June 30, 2012, the Utilities made no contributions to the medical plan.
Plan members eligible for benefits contributed 100% of the premium cost.

The Utility’s annual OPEB cost, the percentage of annual OPEB cost contributed to the
plan, and the net OPEB obligation are summarized as follows:

Fiscal Year Annual Percentage of Annual OPEB Net OPEB
Ended OPEB Cost Cost Contributed Obligation
2012 $ 8,458 0% $ 8,458

Funded Status and Funding Progress. As of July 1, 2011, the most recent actuarial
valuation date for the period July 1, 2011 through June 30, 2012, the actuarial accrued
liability was $42,060, with no actuarial value of assets, resulting in an unfunded actuarial
accrued liability (UAAL) of $42,060. The covered payroll (annual payroll of active
employees covered by the plan) was $406,729 and the ratio of the UAAL to cover payroll
was 10.34%. As of June 30, 2012, there were no trust fund assets.

Actuarial Methods and Assumptions. Actuarial valuations of an ongoing plan involve
estimates of the value of reported amounts and assumptions about the probability of
occurrence of events far into the future. Examples include assumptions about future
employment, mortality, and the healthcare cost trend. Actuarially determined amounts are
subject to continual revision as actual results are compared with past expectations and
new estimates are made about the future. The Schedule of Funding Progress for the
Retiree Health Plan, presented as Required Supplementary Information in the section
following the Notes to the Financial Statements, presents multiyear trend information
about whether the actuarial value of plan assets is increasing or decreasing over time
relative to the actuarial accrued liabilities for benefits.
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MILFORD MUNICIPAL UTILITIES
NOTES TO FINANCIAL STATEMENTS - Continued
JUNE 30, 2012

OTHER POST EMPLOYMENT BENEFITS (OPEB) - Continued

Projections of benefits for financial reporting purposes are based on the plan as
understood by the employer and plan members and include the types of benefits provided
at the time of each valuation and the historical pattern of sharing of benefit costs between
the employer and plan members to that point. The actuarial methods and assumptions
used include techniques that are designed to reduce the effect of short-term volatility in
actuarial accrued liabilities and the actuarial value of assets, consistent with the long-term
perspective of the calculations.

As of the July 1, 2011 actuarial valuation date, the frozen entry age actuarial cost method
was used. The actuarial assumptions included a 2.5% interest discount rate. The
projected annual medical trend rate is 6%, with an inflation rate of 0% assumed for the
purpose of this computation.

Mortality rates are from the 94 Group Annuity Mortality Table applied on a gender-specific
basis. Annual retirement and termination probabilities were developed from the retirement
probabilities from IPERS and applying the termination factors used by IPERS. The UAAL
is being amortized as a level dollar amount on an open basis over 30 years.

COMPENSATED ABSENCES

Employees of the Utilities accumulate a limited amount of earned but unused vacation and
compensatory time hours for subsequent use or for payment upon termination, retirement,
or death. A liability is recorded when incurred in the government-wide and enterprise fund
financial statements and computed based on rates of pay in effect at June 30, 2012. The
Utilities’ approximate liability for earned vacation and compensatory time payable to
employees at June 30, 2012 is $24,300.

Employees also accumulate a limited amount of earned but unused sick leave. An
employee does not receive any pay for sick leave upon termination, retirement, or death.
Since the amount of sick leave to be used is not determinable, no liability has been
accrued.

RELATED PARTY TRANSACTIONS

The Utilities had business transactions between the Utilities and a Utilities official totaling
$2,113 during the year ended June 30, 2012.

RISK MANAGEMENT

Milford Municipal Utilities is exposed to various risks of loss related to torts; theft, damage
to and destruction of assets; errors and omissions; injuries to employees; and natural
disasters. These risks are covered by the purchase of commercial insurance. Settled

claims from these risks have not exceeded commercial insurance coverage in any of the
past three fiscal years.
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MILFORD MUNICIPAL UTILITIES
NOTES TO FINANCIAL STATEMENTS - Continued
JUNE 30, 2012

12. COMMITMENTS
As a .347% owner of George Neal Generating Station No. 4, the Electric Utility is a part of
a construction contract totaling $222,835,357 for a Baghouse Scrubber. As of June 30,

2012, costs of $26,973,524 have been incurred on the project. The Electric Utility’s
portion of the expenses to date was $92,475 and is included in capital assets.
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MILFORD MUNICIPAL UTILITIES

BUDGETARY COMPARISON SCHEDULE OF
REVENUES, EXPENSES, AND CHANGES IN BALANCES - BUDGET AND ACTUAL
FOR THE YEAR ENDED JUNE 30, 2012

Original/ Variance
Final Favorable
Actual Budget (Unfavorable)
REVENUE:
Charges for Services ..........ccccccceeniiiiniiiiiinnnnnn. $3,572,904 $3,706,500 $ (133,596)
NON-0perating .........cccoevvvviviieieiiiieie e 13,291 22.000 (8,709)
TOTAL REVENUE 3,586,195 3,728,500 (142,305)
EXPENSES:
S =Ye (3 (o PRPT 2,584,840 2,792,500 207,660
LTV L OO UPRUP 669.445 781,000 111,555
TOTAL EXPENSES 3,254,285 3,573,500 319,215
NET CHANGE IN NET ASSETS 331,910 155,000 $ 176,910
NET ASSETS AT BEGINNING OF YEAR ........... 9,534,763 9.534,763
NET ASSETS AT END OF YEAR $9.866,673 6 63

See Accompanying Independent Auditors’ Report
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MILFORD MUNICIPAL UTILITIES
NOTES TO REQUIRED SUPPLEMENTARY INFORMATION - BUDGETARY REPORTING
JUNE 30, 2012

The budgetary comparison is presented as Required Supplementary Information in accordance
with Governmental Accounting Standards Board Statement No. 41 for governments with
significant budgetary perspective differences resulting from not being able to present budgetary
comparisons for the Ultilities.

In accordance with the Code of lowa, the Milford Municipal Utilities annually adopts a budget,
following required public notice and hearing. The annual budget may be amended during the year
utilizing similar statutorily prescribed procedures. All Utilities’ disbursements are included in
business-type activities function. During the year ended June 30, 2012, disbursements did not
exceed the amounts budgeted.
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MILFORD MUNICIPAL UTILITIES
FUNDING PROGRESS FOR THE RETIREE HEALTH PLAN
REQUIRED SUPPLEMENTARY INFORMATION
FOR THE YEAR ENDED JUNE 30, 2012

Actuarial UAAL as a
Actuarial Accrued Unfunded Percentage
Actuarial Value of Liability AAL Funded Covered of Covered
Year Ended  Valuation Assets (AAL) (UAAL) Ratio Payroll Payroll
June 30, Date (a) (b) (b-a) (a/b) (c) [(b-a)/c]
2012 July 1, 2011 0 $42,060 $42,060 0% $406,729 10.34%

See Note 8 to the accompanying Notes to Financial Statements for the plan description, funding
policy, annual OPEB cost, net OPEB obligation, funded status, and funding progress.

See Accompanying Independent Auditors’ Report
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MILFORD MUNICIPAL UTILITIES
SCHEDULE OF DIRECT COSTS, OPERATING EXPENSES, AND
ADMINISTRATIVE EXPENSES FOR THE ELECTRIC FUND
FOR THE YEARS ENDED JUNE 30, 2012 AND 2011

Schedule 1

2012 2011
DIRECT COSTS:
Distribution Mainte@nanCe ...........ooovveeiiiiiiiiiiiie e $ 10620 S 9,069
Equipment maintenance ...........cccovii 13,711 16,770
Neal #4 charges - coal, oil, power generator ...............cccccceeeeenn. 340,771 332,386
PUrchased POWET .........cuiiiiiiiiieiiiie e 6,030 6,562
Purchased power - NIMECA ..., 711,898 700,527
Purchased power - WAPA ... 392,781 392,182
WREEIING ..veveeeieiiiee e 17,269 17,131
TOTAL DIRECT COSTS 1,493,080 1,474,627
OPERATING EXPENSES:
SAlAMES .ooviiiiiieieee et 242716 241,342
Small tools and SUPPLIES .........ceeeriiiiiiiiiiiiiie 27,501 7,522
SUD-CONLrACIOr ....evveiiiiiii e 9,157 421
VeEhiCIE EXPENSE ....coiviiiii e e 15,342 26,350
Miscellaneous operating EXpenses ............covvvvevvvvevevmmierinnnnnnnnnnns 214 31
TOTAL OPERATING EXPENSES 294,930 275,666

See Accompanying Independent Auditors’ Report
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Schedule 1
MILFORD MUNICIPAL UTILITIES
SCHEDULE OF DIRECT COSTS, OPERATING EXPENSES, AND
ADMINISTRATIVE EXPENSES FOR THE ELECTRIC FUND - Continued
FOR THE YEARS ENDED JUNE 30, 2012 AND 2011

2012 2011
ADMINISTRATIVE EXPENSES:

AAVEIEISING ..ot 3 90
AMOTHZAION 1oeeeee et $ 6,798 6,798
Bad debts .....oooiiiiiiee e 1,726 4,451
Building maintenance - office .........cccocciiiiii 8,546 9,698
Building maintenance - MOWINgG ...........cccccoiiiininiiiieii 4,500 3,784
Community development .........ccccccccoviiiiiiiiiii 58,340 18,071
Computer repairs and maintenance ................ccccceeeevviiiinninnnn. 11,774 5,686
Computer supplies and programs ...........cccccceevvireieeieiiiniiinnennnn. 7,122 4,308
DepPreciation ............vveiiiiiieeeee e 331,134 307,533
DIreCtor fEes ......oooiiiiiiii 3,008 4,221
Dues and SubSCriptionS ...........ovviviiiiiiii 5,359 5,137
Education and safety .........cccceeeviiiiieiiie 4,454 3,704
Employee benefits .........oovviveiiiiiiiii 44,352 37,662
INSUrance - general ... 37,204 35,528
Laundry and uniforms ..o 601 1,339
Legal and professional ... 13,440 23,952
Maintenance - office equipment .............cccoiiiiie e, 195 21
OFfiCe SUPPLIES .vevvieiieiiiiiiiee e 5,206 8,545
Payroll taxes - FICA and IPERS ... 39,078 34,358
POSEAgE ... 5,512 5,798
Property taxes .......ooovviiiiiiiiii s 17,695 14,433
Energy effiCiency ... 33,049 22,663
SUPPHES .. 324 415
Sales tax PaId .....oooviiiiiieeiie e 17,058 69,819
TelePhONE .oooiiieiei e 3,044 3,417
TrAVEE e 289 806
Utilities and sanitation ...........cccoooiiiiiii e 1,411 1,846
Inventory adjustment ...........ccooeveiiiiiiiie (788) (3.501)

TOTAL ADMINISTRATIVE EXPENSES 660,431 630,582

TOTAL $2,448.441 $2.380.875

See Accompanying Independent Auditors’ Report
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Schedule 2
MILFORD MUNICIPAL UTILITIES
SCHEDULE OF DIRECT COSTS, OPERATING EXPENSES, AND
ADMINISTRATIVE EXPENSES FOR THE WATER FUND
FOR THE YEARS ENDED JUNE 30, 2012 AND 2011

2012 2011
DIRECT COSTS:
Distribution maintenance ................cccciiiiie $ 24277 9% 3,168
Equipment maintenance ...........ccooooiiiii i 5,547
6= o T OSSO SPPPPPPPPP 11,168 7,623
Plant maintenanCe ............oooveviiiiiiiie e 5,355 2,854
Product - chlorine and fluoride ......................... e ————————— 30,724 32,198
Purchased POWET .........uiiiieeieeieii s 31,902 30,466
SEWET CRAIGES .....uvvviiiiiiiiiiiiiiiee et e e e e e e e e e e e e e e ee e 4,920
TOTAL DIRECT COSTS 108,973 81,229
OPERATING EXPENSES:
SaAlAMNES .oeviiiiiiieic e 157,273 157,817
Small tools and SUPPLIES .......evvvieiiiieeeeeieiiiie e 3,087 808
SUD-CONtrACIOr .o 10,326 12,712
VEhiCle EXPENSE .....ooviiiieiee e 6,016 2,480
Miscellaneous operating EXPEeNnSES .............evvvvvvvvviviivevierrrireinnnen. 7 17
TOTAL OPERATING EXPENSES 176,709 173,834

See Accompanying Independent Auditors’ Report
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MILFORD MUNICIPAL UTILITIES

SCHEDULE OF DIRECT COSTS, OPERATING EXPENSES, AND

ADMINISTRATIVE EXPENSES FOR THE WATER FUND - Continued

FOR THE YEARS ENDED JUNE 30, 2012 AND 2011

ADMINISTRATIVE EXPENSES:

AAVEIISING ...vvveeiiiiieie e
Bad debtS .......ovvvviiiiiiiiieieee e
Building maintenance - office .............cccooccc
Community development ............cooiviiiii
Computer repairs and maintenance ...................ccceeueneee.
Computer supplies and programs ..........cccccevevvveninnnnnnnn.
Depreciation .........ccocceieiiiiiii e
Directorfees .........ooovvviiiiiiiii
Dues and subscriptions ..........ccoeooiiiiiii
Education and safety .......ccccoceviiiiiiii
Employee benefits ..o
Insurance - general .........cccceeeeeeveieiiieieec e
Laundry and uniforms .........c..ocoeeiviiiiien e
Legal and professional ..............ooiiiiiii
Maintenance - office equipment ...............ccoooiiii
MiSCEllaN@OUS .......vvviiiiiiiiiiiiieeceee e
Office sUPPLIES ...oovvvieeeiie e
Payroll taxes - FICA and IPERS ............cccooiiiiiien
Postage .....ooooiii
SUPPHES e
Sales tax Paid .......oovvviiiiiiii
TelePhoNe ...oooviiiiieiei e
Utilities and sanitation ................cccc
Inventory adjustment ...

TOTAL ADMINISTRATIVE EXPENSES

TOTAL

See Accompanying Independent Auditors’ Report
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2012 2011
$ 500 $ 90
444 1,176
643
667
4,924 4,787
3,791
192,475 187,575
3,277 3,392
1,014 823
5,282 3,178
34,900 26,017
21,177 19,850
1,470 1,097
6,302 9,494
195
980
5,197 7,774
26,372 21,701
5,449 5,145
28 523
10,245 29,814
1,704 1,290
5,542 1,704
569 (1.561)
331,837 325,179
$ 617519 $ 580,242
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INDEPENDENT AUDITORS’ REPORT ON INTERNAL CONTROL OVER
FINANCIAL REPORTING AND ON COMPLIANCE AND OTHER MATTERS
BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED
IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

Board of Trustees
Milford Municipal Utilities
Milford, IA 51351

We have audited the financial statements of the Milford Municipal Utilities (Utilities) as of and for
the year ended June 30, 2012, and have issued our report thereon dated October 19, 2012. We
conducted our audit in accordance with generally accepted auditing standards, and the
standards applicable to financial audits contained in Government Auditing Standards, issued by
the Comptroller General of the United States.

Internal Control Over Financial Reporting

The management of Milford Municipal Utilities is responsible for establishing and maintaining
effective internal control over financial reporting. In planning and performing our audit, we
considered Milford Municipal Utilities’ internal control over financial reporting as a basis for
designing our auditing procedures for the purpose of expressing our opinions on the financial
statements, but not for the purpose of expressing an opinion on the effectiveness of the Utilities’
internal control over financial reporting. Accordingly, we do not express an opinion on the
effectiveness of Milford Municipal Utilities’ internal control over financial reporting.

Our consideration of internal control over financial reporting was for the limited purpose
described in the preceding paragraph and was not designed to identify all deficiencies in internal
control over financial reporting that might be significant deficiencies or material weaknesses and
therefore, there can be no assurance all deficiencies, significant deficiencies or material
weakness have been identified. However, as described in the accompanying Schedule of
Findings, we identified a deficiency in internal control over financial reporting that we consider to
be a material weakness.

A deficiency in internal control exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to
prevent or detect and correct misstatements on a timely basis. A material weakness is a
deficiency, or a combination of deficiencies, in internal control such that there is a reasonable
possibility a material misstatement of the Utilities’ financial statements will not be prevented or
detected and corrected on a timely basis. We consider the deficiency in internal control
described in Part | of the accompanying Schedule of Findings to be a material weakness.
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Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Milford Municipal Utilities’ financial
statements are free of material misstatement, we performed tests of its compliance with certain
provisions of laws, regulations, contracts and grants, non-compliance with which could have a
direct and material effect on the determination of financial statement amounts. However,
providing an opinion on compliance with those provisions was not an objective of our audit and,
accordingly, we do not express such an opinion. The results of our tests disclosed no instances
of non-compliance or other matters that are required to be reported under Government Auditing
Standards. However, we noted certain immaterial instances of non-compliance or other matters
which are described in Part Il of the accompanying Schedule of Findings.

Comments involving statutory and other legal matters about the Utilities’ operations for the year
ended June 30, 2012 are based exclusively on knowledge obtained from procedures performed
during our audit of the financial statements of the Utilities. Since our audit was based on tests
and samples, not all transactions that might have had an impact on the comments were
necessarily audited. The comments involving statutory and other legal matters are not intended
to constitute legal interpretations of those statutes.

Milford Municipal Utilities’ responses to findings identified in our audit are described in the
accompanying Schedule of Findings. While we have expressed our conclusions on the Utilities’
responses, we did not audit the Utilities’ responses and, accordingly, we express no opinion on
them.

This report, a public record by law, is intended for the information and use of the officials,
employees and customers of Milford Municipal Utilities, citizens of the City of Milford, and other
parties to whom the Milford Municipal Utilities may report. This report is not intended to be and
should not be used by anyone other than those specified parties.

We would like to acknowledge the many courtesies and assistance extended to us by personnel
of the Milford Municipal Utilities during the course of our audit. Should you have any questions
concerning any of the above matters, we shall be pleased to discuss them with you at your
convenience.

Wiwter, Sow = &, £L6

October 19, 2012
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MILFORD MUNICIPAL UTILITIES
SCHEDULE OF FINDINGS
FOR THE YEAR ENDED JUNE 30, 2012

Partl: Findings Related to the Financial Statements

Internal Control Deficiency:

[-A-12  Segregation of Duties - One employee handles most of the financial duties, including
reconciling accounts and recording financial data. One important aspect of internal
control is to prevent employees from handling duties which are incompatible.

Recommendation - We realize that it is difficult to appropriately segregate duties when
the number of employees is limited. Therefore, we recommend the Board maintain
their diligence in the review of the financial records.

Response - We will continue our review.

Conclusion - Response accepted.

Instances of Noncompliance:

No matters were noted.
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MILFORD MUNICIPAL UTILITIES
SCHEDULE OF FINDINGS - Continued
FOR THE YEAR ENDED JUNE 30, 2012

Part ll: Other Findings Related to Required Statutory Reporting

l1-A-12

[1-B-12

[1-C-12

II-D-12

II-E-12

[I-F-12

[-G-12

lI-H-12

Certified Budget - Disbursements during the year ended June 30, 2012 did not exceed
the amounts budgeted in the business type activities function.

Questionable Disbursements - No expenditures were noted which did not meet the
requirements of public purpose as defined in an Attorney General’s opinion dated
April 25, 1979.

Travel Expense - No expenditures for travel expenses of spouses of officials or
employees of the Utilities were noted.

Business Transactions - Business transactions between the Utilities and a Utilities’
official are detailed as follows:

Name, Title, and

Business Connection Transaction Description Amount
Jim Studer, Board Member,
Owner of Excel Auto Body Maintenance and repair $ 2,113

Recommendation - The transaction exceeds $1,500 and may represent a conflict of
interest. The Ultility should consult legal counsel to determine the disposition of these
matters.

Response - The Utilities’ attorney will be asked to comment on this transaction.
Conclusion - Response accepted.
Bond Coverage - Surety bond coverage of Utilities’ officials and employees is in

accordance with statutory provisions. The amount of coverage should be reviewed
annually to ensure that the coverage is adequate for current operations.

Board Minutes - No transactions were found that we believe should have been
approved in the Board minutes but were not.

Deposits and Investments - No instances of non-compliance with the deposit and
investment provisions of Chapter 12B and 12C of the Code of lowa and the Utilities’
investment policy were noted.

Revenue Notes - The Utilities has not complied with a water revenue note resolution.
The Utility does not meet the sufficiency of rates required by bond resolutions.

Recommendation - The Utility should increase rates sufficient enough to meet the
bond resolution requirements.

Response - We have established rate increases of 10% per year for the next three
years to bring rates in compliance with bond resolution requirements.

Conclusion - Response accepted.
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